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Summary

In these comments, CBT generally concurs with the Commission’s classification of costs
into three categories (i.e., shared costs, carrier-specific direct costs, and carrier-specific indirect
costs), but submits that the costs included in each category must be more clearly identified. As
to the magnitude of the costs involved in implementing number portability, CBT notes that it will
be impossible to determine with any certainty the total cost of implementing number portability,
at least until the number portability regions are established by the NANC, the architecture is
selected, and the querying method is conclusively established. CBT does, however, offer some
general observations about the magnitude of the carrier-specific costs that are likely to be
involved. As to the cost recovery issues raised by the Commission, CBT maintains that all costs
(including a portion of indirect costs) a carrier realizes due to implementing number portability
should be recovered on a competitively neutral basis. More specifically CBT suggests the
recovery of all number portability costs through a mandatory end-user surcharge collected by
all carriers providing local exchange service, including CMRS providers. CBT also provides
a detailed description of how such an end-user surcharge would work. In short, CBT believes
a mandatory end-user surcharge is the only competitively neutral method by which to recover
number portability costs. This surcharge should be set at a level sufficient to recover all shared
costs and all carrier-specific costs attributable to number portability. Any cost recovery method
that does not allow carriers to recover all of their costs, and does not apply equally to end-users,

will not be competitively neutral and may result in an unconstitutional taking of property.



Before the
FEDERAL COMMUNICATIONS COMMISSION
Washington, D.C. 20554

In the Matter of

CC Docket No. 95-116
RM 8535

Telephone Number Portability

A

COMMENTS OF CINCINNATI BELL TELEPHONE COMPANY

Cincinnati Bell Telephone Company ("CBT"), an independent, mid-size local exchange
carrier (LEC), submits these comments in response to the Commission’s July 2, 1996 Further
Notice of Proposed Rulemaking ("FNPRM") in the above-captioned proceeding.! The FNPRM
seeks comment on various cost recovery issues associated with the implementation of long-term
number portability.

I Classification of Costs Involved In Providing Long-Term Service Provider Portability

A. Types of Costs

In the FNPRM, the Commission tentatively concluded that there are three types of costs

involved in providing long-term service provider portability.> CBT generally concurs with the

! Telephone Number Portability, CC Docket No. 95-116, First Report and Order and
Further Notice of Proposed Rulemaking, (FCC 96-286), released July 2, 1996.

2 The FNPRM at para. 208 classifies number portability costs as follows: (1) costs
incurred by the industry as a whole, such as those incurred by the third party
administrator to build, operate, and maintain the databases needed to provide number
portability (hereinafter referred to as "shared costs"); (2) carrier-specific costs directly
related to providing number portability, €.g., the costs to purchase the switch
software necessary to implement number portability (hereinafter referred to as
"carrier-specific direct costs"); and (3) carrier-specific costs not directly related to
number portability, e.g., the costs of network upgrades necessary to implement a
database method (hereinafter referred to as "carrier-specific indirect costs").



Commission’s classification of costs into these three categories (i.e., shared costs, carrier-
specific direct costs, and carrier-specific indirect costs), but submits that the costs included in
each category must be more clearly identified. The Commission provides specificity to the
definition of shared costs by dividing such costs into three subcategories: (a) non-recurring costs,
including the development and implementation of the hardware and software for the database;
(b) recurring (monthly or annually) costs, such as maintenance, operation, security,
administration, and physical property associated with the database; and (c) costs for uploading,
downloading, and querying number portability database information.> CBT agrees with this
classification of shared costs, although the Commission should clarify that non-recurring costs
are recoverable just as any capital cost item would be recoverable.

The Commission’s definition of carrier-specific direct costs does not contain the same
level of detail as the shared cost definition. CBT believes these costs must be clearly defined
to avoid any confusion as to what types of costs are direct versus indirect, particularly if a
different cost recovery mechanism is prescribed for each type of cost. CBT submits that carrier-
specific direct costs include all costs that a carrier incurs solely to implement number portability
(i.e., if not for the requirement to offer number portability, the carrier would not otherwise
make the changes to its switches, support systems, etc.) and that will not be used to provide new
or enhanced services. This would include costs such as the right-to-use fees for the LNP
software for all switches and STPs which must be capable of providing number portability;

hardware costs for Global Title Translations and the addition of a Service Control Point (if the

?  FNPRM at para. 216.



regional LNP architecture does not include an SCP); upgrades to Operational Support Systems
(OSS) to accommodate number portability requirements; and LIDB modifications.

Carrier-specific indirect costs have been identified by the Commission as costs, such as
upgrading to SS7 or adding intelligent network or advanced intelligent network capabilities,
which will enable the carrier to improve its existing services or offer new services it otherwise
would not be able to provide. CBT submits that although it may not be unreasonable to
distinguish direct costs from indirect costs, it may ultimately be easier to eliminate the indirect
cost category and simply assign a portion of the cost of network upgrades to the direct cost
category. For example, a small carrier that must upgrade to SS7 and add AIN capabilities to
provide number portability, but which otherwise would not make such an investment, would be
able to assign the entire cost of AIN to the direct cost category. On the other hand, a carrier
that already has SS7 and AIN but must upgrade its switches to the next generic in order to
accommodate number portability may be able to consider only part of its upgrade costs as a
direct cost of number portability. In this case it would be necessary to determine when the
carrier would have been scheduled to upgrade to the next generic. If the upgrade occurs earlier
than it would have without the requirement to provide number portability, the carrier would
assign to the direct cost category a portion of the upgrade cost equal to the opportunity cost
incurred in making this investment earlier than it would otherwise have been made.

B. Magnitude of the Costs

Until the number portability regions are established by the NANC, the architecture is

selected, and the querying method is conclusively established, it is impossible to determine with

* FNPRM at para. 227.



any certainty the total cost of implementing number portability. However, some general
observations can be made about the magnitude of the carrier-specific costs.

As indicated above, carriers will incur various types of direct costs. Which type of direct
cost will be more significant for a particular carrier will depend primarily upon the size of the
carrier. The cost of the LNP software will be roughly the same for a particular type of switch,
although larger carriers are more likely to be able to negotiate discounts from the manufacturers.
Larger carriers, however, will have more switches to update, thus increasing their total software
cost. However, on a per line basis, the cost may be less for the larger carriers.

Based on information available to CBT at this time, it appears that OSS upgrades can be
expected to be about the same regardless of the size of the carrier. As a result, for small and
mid-size carriers OSS upgrades could constitute the majority of their number portability costs.
At this time, CBT estimates that OSS upgrades could be as much as two-thirds of its carrier-
specific costs. When spread over a small customer base, the per line cost of these upgrades for
small and mid-size companies will be significantly higher than for large companies.

The carrier-specific indirect costs will vary depending on the type of network a carrier
currently has in place. Clearly, a carrier that currently does not utilize SS7, or does not have
IN or AIN capabilities, would incur significant costs to upgrade its network to provide number
portability. For such a carrier, this could be the most significant cost of implementing number
portability. To require such a carrier to bear the entire cost of these upgrades, which
presumably could not be justified prior to such mandate, does not appear to be in keeping with

the competitively neutral standard the Commission is required to observe.



IL. Competitively Neutral Cost Recovery

As noted in the FNPRM,’ Section 251(e)(2) of the Telecommunications Act of 1996 (the
“1996 Act”) requires that the costs of establishing number portability be borne by all
telecommunications carriers on a “competitively neutral basis.” The Commission seeks
comment on its tentative conclusion that the “competitively neutral” standard in Section
251(e)(2) applies only to costs directly related to number portability (i.e., shared costs and
carrier-specific direct costs), and not to carrier-specific indirect costs, such as upgrades to SS7
or AIN technologies.® CBT believes that all costs a carrier realizes due to implementing number
portability should be recovered on a competitively neutral basis. CBT submits that it may be
appropriate to factor out the offsetting benefits a carrier realizes due to non-number portability
specific upgrades, such as AIN, but that a carrier should be able to recover all costs attributable
to number portability on a competitively neutral basis. That is why CBT is suggesting that
carriers be permitted to assign a portion of any upgrade costs to the direct cost category, rather
than trying to differentiate between direct and indirect costs.

The Commission also tentatively concludes that Section 251(e)(2) does not address
recovery of number portability costs from consumers, but only the allocation of such costs
among carriers. However, CBT submits that the Act in no way prohibits recovery of such cost
from consumers. The Act gives the Commission broad authority to determine the appropriate

recovery mechanism, as long as the recovery mechanism is competitively neutral.

> FNPRM at para. 209.

® FNPRM at para. 209.



The Commission also tentatively concludes that any long-term cost recovery mechanism
must comply with two principles: (1) it should not give one service provider an appreciable,
incremental cost advantage over another service provider when competing for a specific
subscriber; and (2) it should not have a disparate effect on the ability of competing service
providers to earn a normal return.” CBT submits that these principles are only two of four
principles necessary for a competitively neutral cost recovery mechanism. The third principle
is that carriers must be able to recover all costs they incur to implement number portability.
Indeed, a failure to allow full cost recovery may result in an unconstitutional taking of property.
And fourth, all end-users must be equally impacted so that the recovery of number portability
costs does not influence an end-user’s choice of carrier. Thus, CBT submits that all number
portability costs should be recovered from end-users through a mandatory flat-rate monthly
surcharge collected by all carriers providing local exchange service, including CMRS providers.®
As noted in the FNPRM, “Congress has recognized that number portability will lower barriers
to entry and promote competition in the local exchange marketplace” and the pro-competitive
framework of the 1996 Act is intended to “secure lower prices and higher quality services for
American telecommunications consumers.”® Because Congress has decided that number

portability is an integral part of achieving this pro-competitive framework, it is appropriate that

7 FNPRM at para. 210.

The CMRS providers that should be included are those who are required to provide
number portability under the First Report and Order in CC Docket No. 95-116, at
para. 155.

 First Report and Order, CC Docket No. 95-116, at para. 2.
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all telecommunications end-users who will benefit from the increased competition should pay for

the implementation of number portability.

III.  Cost Recovery Via An End-User Surcharge

The FNPRM sets forth several different options for recovering the costs associated with
number portability. The Commission tentatively concludes that shared costs should be allocated
among telecommunications carriers in proportion to each carrier’s share of gross

10 The Commission reaches

telecommunications revenue minus charges paid to other carriers.
no tentative conclusions on the recovery of direct costs, although it suggests two possible ways
of recovering direct costs: (1) each carrier bears its own costs; or (2) pool all carriers’ direct
costs and allocate them among the carriers.!! Finally, the Commission tentatively concludes that
each carrier should bear its own indirect costs.*

CBT submits that the Commission should not allocate costs based on gross revenue or
gross revenue less payments to other carriers. An allocation based on gross revenue becomes
complex as decisions must be made as to what constitutes telecommunications revenue,
especially as the telecommunications marketplace evolves. In addition, a gross
telecommunications revenue allocation would have to be continually updated as new companies

enter the market and their share of the revenue grows. Likewise, as companies, new and old

drop out of the market, adjustments would be necessary. Carriers would be uncertain of their

10 FNPRM at para. 213.
I FNPRM at para. 221.

2. FNPRM at para. 226.



share of the costs from month to month or year to year. Moreover, any attempt to fix shares
based upon today’s proportion of gross revenue would not be competitively neutral because it
would require incumbent LECs to bear the majority of the costs, even if their share of the
revenue subsequently declines.

An allocation based on gross telecommunications revenue less payments to other carriers,
is even more problematic. It would not be competitively neutral to treat expenses differently
depending on their source. An expense incurred by an incumbent LEC to build its network to
provide a telecommunications service should be treated no differently than an expense incurred
by a new entrant to purchase unbundled elements from an incumbent LEC in order to provide
the telecommunications service. In both cases the expenses are a cost of doing business,
therefore, it is inappropriate to deduct one type of expense but not the other. Furthermore, such
an allocation method would be a disincentive for new entrants to become facilities-based
competitors. If they build their own facilities, the expenses they incur relative to those facilities
would not be deducted from their gross revenues, whereas if they purchase unbundled elements
from the incumbent LEC, they can deduct those expenses from their gross revenue and reduce
their share of number portability costs. Thus, the Commission’s proposed allocation method
would not be competitively neutral. Nor would it promote facilities-based competition.

As stated previously, CBT supports the recovery of all number portability costs through
a mandatory end-user surcharge collected by all carriers providing local exchange service,
including CMRS providers. Under this method of cost recovery, there is no need to allocate or
reallocate costs among carriers. All carriers will be fully reimbursed for the costs they incur in

providing number portability. It adds certainty and predictability for carriers and consumers and



is competitively neutral. In addition, this method avoids the complexities involved with
jurisdictional separations that will occur with methods which require each carrier to bear its own
costs. Finally, any method that leaves carriers to bear the costs without mandatory recovery
from end-users disadvantages incumbent LECs which must have all rates approved by regulators
whereas, new entrants will be free to recover their share of the costs as they see fit, including
cross-subsidizing it with revenue from other parts of their business (e.g., wireless, cable or long
distance revenues).

A. Calculation of the End-User Surcharge

CBT recommends that all number portability cost be recovered via a monthly surcharge
paid by end-users on a per number basis. Each regional LNPA would calculate the relevant
surcharge for its region and handle all administrative responsibilities. The surcharge would be
collected by all carriers providing local exchange service, including CMRS providers. The
surcharge would be adjusted annually to reflect changes in the number of telephone numbers
assigned to end-user customers, updated estimates of shared costs, and additional costs
attributable to new providers of number portability.

More specifically, the surcharge would consist of three components: 1) a non-recurring
shared cost surcharge; 2) a recurring shared cost surcharge; and 3) a pooled carrier cost
surcharge. Set forth below is a description of each component.

1) Non-Recurring Shared Cost Surcharge

This portion of the surcharge will recover the non-recurring shared costs incurred by the

LNPA. These costs should be recovered from all end-users, regardless of whether they

currently have the ability to have their number ported. Eventually number portability will be



available to all telecommunications consumers, therefore, CBT believes that it is appropriate that
all end-users contribute towards the recovery of the non-recurring shared costs involved in
establishing number portability. CBT recommends that these costs be recovered over five
years."> Each LNPA will recalculate the surcharge annually based upon updated estimates of
the number of telephone numbers assigned to consumers in the region. This surcharge amount
will be certified to each local exchange carrier and CMRS provider in the region for collection
via the customer’s monthly bill.
2) Recurring Shared Cost Surcharge

The recurring shared cost surcharge should only be collected from customers who have
the ability to have their numbers ported. Annually, the LNPA will estimate its total recurring
costs for the upcoming year and the monthly surcharge necessary to recover those costs from
consumers in the region who will have the ability to have their numbers ported during the
upcoming year. The surcharge would be collected by a carrier when it begins offering number
portability.

The estimated recurring costs should include all administrative expenses as well as total

estimated uploading and query costs for the upcoming year. Total query costs should be

B Traditionally, non-recurring costs would be recouped via a one-time charge, however,
because of the magnitude of the number portability non-recurring costs (both shared
and carrier-specific), CBT recommends a five year recoupment period for all non-
recurring costs, plus the cost of capital for carrying the charge during this
amortization period.
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estimated assuming there is a regional SCP and that all carriers use the regional SCP (i.e.,
carriers do not download to their own SCP).!4
3) Pooled Carrier Cost Surcharge

This component will recover all non-recurring carrier-specific costs over five years.'
As with the non-recurring shared costs surcharge, recovery should be from all end-user
customers. Each carrier providing local service would report its costs to the LNPA by the date
it begins providing number portability in the region. Quarterly reports would be filed thereafter.
Carriers would be required to identify the type of costs (i.e., hardware, software, other) in
sufficient detail as required by the LNPA, including the method used to assign a portion of
network upgrade costs to number portability. The LNPA would set the surcharge for its region
for the upcoming year based upon total costs reported by all carriers in the region as of the third
quarter of the current year. The surcharge amount would be certified to each local exchange
carrier and CMRS provider in the region for collection via the customer’s monthly bill.

B. Customer Bills

All end-user customers will be assessed the non-recurring shared cost and pooled carrier
cost surcharge on their monthly bills. Because the surcharge will be based on the number of
telephone numbers, customers with more than one number will have a surcharge for each

number. The amount of the surcharge will vary by LNP region. In addition, customers who

'* This does not prevent carriers from using their own SCP. It simply estimates shared
costs assuming that all query costs are incurred by the LNPA’s SCP. Downloading
charges set by the LNPA should equal the estimated revenue the LNPA would forgo
in query charges when a carrier uses its own SCP, therefore, this method eliminates
the need to estimate downloading costs separately.

15 See footnote 13.
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have the ability to have their numbers ported will be assessed the recurring shared cost surcharge
on a per number basis each month. Carriers must explicitly identify the surcharge on customer
bills as a number portability surcharge. Carriers that offer number portability should show only
the total surcharge amount per number (i.e., the surcharge should not be split into its various
components. )

C. Settlement of Balances Due LNPA and Carriers

The LNPA will certify to each carrier providing number portability the amount of its
carrier-specific costs it is eligible to recover each quarter based upon the costs reported to the
LNPA. Each LNPA will establish quarterly settlement procedures by which carriers will remit
to the LNPA amounts collected in excess of their eligible cost recovery for the previous quarter.
Carriers whose eligible cost recovery for the previous quarter is greater than the amount
collected will be reimbursed by the LNPA for the shortfall.

Recovery of number portability costs using an end-user surcharge has several advantages
over other methods. First, as noted previously, it is competitively neutral. Since all carriers
will recover their costs, no carrier has an incremental cost advantage over another.
Furthermore, because all consumers in a region who have the ability to have their numbers
ported will be assessed the same monthly surcharge, there can be no possibility that carriers can
use number portability to gain a competitive advantage. Second, it adds predictability that an
allocation method, particularly one based on gross telecommunications revenue, cannot provide.
Third, a flat rate surcharge provides predictability for consumers. A surcharge collected as a
percent of the monthly bill or per call could vary significantly from month to month and

customer to customer. Also a surcharge collected as a percentage of the monthly bill would
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vary depending upon the rates charged by each carrier which would then make the number
portability surcharge a factor in carrier selection.
IV.  Conclusion

CBT believes a mandatory end-user surcharge is the only competitively neutral method
by which to recover number portability costs. This surcharge should be set at a level sufficient
to recover all shared costs and all carrier-specific costs attributable to number portability. Any
cost recovery method that does not allow carriers to recover all of their costs may result in an

unconstitutional taking of property.

Respectfully submitted,
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2500 PNC Center
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Cincinnati, Ohio 45202
(513) 651-6800

Thomas E. Taylor

Sr. Vice President-General Counsel
Cincinnati Bell Telephone Company
201 East Fourth Street, 6th Floor
Cincinnati, Ohio 45202

(513) 397-1504

Attorneys for Cincinnati Bell
Telephone Company

Dated: August 16, 1996
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Theresa L Cabral

Pacific Bell

140 New Montgomery Street Room 1526
San Francisco CA 94105

John W Hunter

Reed Smith Shaw & McClay

PageNet

One Franklin Square Suite 1100 East Tower
Washington DC 20005

Ann E Henkener

Public Utilities Commission Of Ohio
180 E Broad Street

Columbus OH 43215-3793

Pat Wood 111

Public Utility Commission of Texas
7800 Shoal Creek Blvd

Austin TX 78757

Gordon F Scherer

Scherers Communication Group Inc
575 Scherers Court

Worthington OH 43085

Mary Mack Adu

State of California and the Public utilities
Commission of State of California

505 Van Ness Avenue

San Francisco CA 94102

Victoria A Schlesinger
Telemation International Inc
6707 Democracy Blvd
Bethesda MD 20817



J Manning Lee

Teleport Communication Group Inc
Two Teleport Drive Suite 300
Staten Island NY 10311

Sue D Blumenfeld

Willkie Farr & Gallagher(Time Warner)
Three Lafayette Center

1155 21st Street NW

Washington DC 20036

Charles D Cosson

United States Telephone Association
1401 H Street NW Suite 600
Washington DC 20005

Jeffrey S Bork

US West Inc

1020 19th Street NW Suite 700
Washington DC 20036

BB Knowles

Utilities Division of Georgia
Public Service Commission

244 Washington Street SW

Atlanta GA 30334-5701

Richard A Muscat

Texas Advisory Commission

on State Emergency (TX-ACSEC)
PO Box 12548 Capitol Station
Austin TX 78711-2548

Jere W Glover

United States Small Business Administration
409 Third Street SW Suite 7800
Washington DC 20416

Thomas J Moorman
Kraskin & Lesse

US INTELCO

2120 [ Street NW Suite 520
Washington DC 20037

Pamela Portin

US Air Waves Inc

10500 NE 8th Street Suite 625
Bellevue WA 98004

Richard S Whitt

WorldCom Inc d/b/a LDDS WorldCom
1120 Connecticut Avenue NW Suite 400
Washington DC 20036



